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SUBJECT: Limted Liability Conpany/ Professional Services

SUMVARY

This bill would anend the Beverly-Killea Limted Liability Conpany Act to provide
that alimted liability conmpany (LLC) cannot render certain professional
services and that an LLC rmay engage in any other |lawful activity, even if that
activity requires licensing, registration, or certification pursuant to the

Busi ness and Prof essi ons Code.

EFFECTI VE DATE

This bill would beconme effective January 1, 2000.

LEG SLATI VE H STORY

AB 2245 (1997/1998); AB 2401 (1996), SB 141 (1996), SB 13 (Stats. 1995, Ch. 2);
SB 469 (Stats. 1994, Ch. 1200); SB 930 (1994); SB 2053 (Stats. 1994, Ch. 1010);

Pr ogr ani Backgr ound

The Beverly-Killea Limted Liability Conmpany Act authorized the creation of

limted liability conpanies in 1994. An LLCis a formof hybrid unincorporated

busi ness associ ati on, having two or nore nenbers, which affords its nenbers:
limted liability, with the extent of a nmenber's liability limted to equity
i nvest nent ;

fl exi bl e managenent alternatives; and

i beral nenbership qualification requirenents.

LLCs conbine traditional corporate and partnership characteristics and resenbl e
forms of limted liability organi zations, which have been well known and wi dely
used in Europe and South Anmerica. Menbers of an LLC are afforded the same
advantage of limted liability as are sharehol ders of a corporation while usually
bei ng subject to only one level of incone tax as are the limted partners of a
limted partnership. LLCs |ack the menbership restrictions inposed on

S corporations.
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Current federal |aw does not recognize LLCs, but treats them as partnerships or
corporations or entities that are disregarded for federal tax purposes.

Current state law allows domestic or foreign LLCs to engage in any | awful

busi ness except the banking, insurance, or trust company business. However, LLCs
are not permitted to render professional services unless expressly authorized by
specific | aw

State | aw defines professional services as any type of professional services
which may be lawfully rendered only pursuant to a license, certification, or

regi stration authorized by the Business and Professions Code or the Chiropractic
Act .

This bill would provide that an LLC may engage in any |l awful activity, even if
that activity requires licensing, registration, or certification pursuant to the
Busi ness and Professions Code. However, this bill would not permt an LLCto

render the professional services of:

Chiropractors, dentists, medical doctors, research psychoanal ysts, speech
pat hol ogi sts, audi ol ogi sts, dispensing opticians, registered nurses, nurse
practitioners, physician assistants, psychol ogists, optonetrists,

pharmaci sts, veterinary doctors, acupuncturists, mdw ves, architects,

| andscape architects, tax preparers, certified public accountants,

pr of essi onal engi neers, professional |and surveyors, marriage, famly and
child counselors, clinical social workers, educational psychol ogists or
attorneys.

In addition, this bill would restate current |aw and provide that a nenber of a
LLC shall be personally liable under a judgnment of a court or for any debt,
obligation, or liability of the LLC, without regard to howthat liability
occurred, to the sane extent that under sim/lar circunstances and conditions a
shar ehol der of a corporation would be liable for the debts, obligations, or
liability of the corporation, as specified.

This bill would repeal uncodified |aw prohibiting LLCs fromrendering
pr of essi onal service unless expressly authorized.

Pol i cy Consi derati ons

The Beverly-Killea Limted Liability Company Act included uncodified | aw
specifying that it should not be construed as allowi ng LLCs to render

prof essi onal services unless expressly authorized by other statutes. This
bill would allowthe majority of professions regul ated by the Business and
Pr of essi ons Code to form LLCs while specifying those few professional
services that cannot be rendered.

| npl enent ati on Consi der ati ons

This bill may result in an increase in the nunber of LLCs that formin
California. However, inplenmentation of this bill would not significantly
i npact the departmnent.
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Depart nental Costs

This bill would not significantly inpact the departnent’s costs.

Tax Revenue Esti mate

In accordance with SB 469 (Chapter 1200/ Stats.1994), existing LLC fees wll
be adjusted upward begi nning January 1, 1999, to produce a revenue neutral
result for existing LLCs. Fee adjustnents, up or down, will be required in
subsequent years to mmintain revenue neutrality for all LLCs operating in
California. It is not known in advance whether fee recal culations wll
result in net revenue gains, |osses, or neutrality for those particul ar
busi ness entities added by this bill. It is anticipated, however, that any
revenue i nbal ance resulting from these additional entities would not be
significant.
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Pendi ng.



